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EDITORIAL DEPARTMENT NOTE 


As this issue of the Bulletin goes to press, President Truman has announced * 
the end of World War II.  long-looked-for postwar era is officially 
upon us. Many accounting problems which the war effort had raised had 
to be solved under great handicaps, and in many instances only temporary 
expedients resulted. Other qvallene were simply pushed into the back- 

round, to be tackled when the war emergency was over. The time, there- 

ore, has come to devote ourselves wholeheartedly to the solution of peacetime 
problems, to devise detailed procedures enabling business to function 
economically, and to switch from reimbursability accounting to control. over 
costs. We are fortunate, therefore, in being able to present in this issue 
two case studies which should prove interesting and helpful to many readers. 

The first article represents a case study of a standard cost system 
adapted to job order production. Standard costs were a war casualty; 
many plants, considering their problems have placed high on their priority 
list of peacetime projects the introduction of a standard cost system. Many 
helpful suggestions are contained in this article, particular merit being 
that it applies standard cost principles to job order production, This is 
a field in which not too much has been written. Its author, I. Wayne 
Keller, well known to N.A.C.A. readers, was graduated from Elizabethtown 
College in 1930 with a B.S. in Economics. He immediately entered the 
employ of the Armstrong Cork Com where he has held positions as 
Cost Accountant, Plant Controller, Staft Accountant, Chief Accountant, 
serving presently as Assistant Controller. He is a member of the Lancaster 
Chapter where he held various directorships and also served as Secretary, 
Vice President, and finally as President for 1941-42. In June of this year 
Mr. Keller was elected to the National Board of the N.A.C.A. to serve 
as Director for three years. 

The author of the second article, Harry C. Anderson, has had a varied 
business career, including work for the Western Grocer Company, a local 
bank (while attending Grinnel College), and since 1931, American Machine 
& Metals, Inc. At present he hoids the position of General Accountant. Mr. 
Anderson is a member of the Tri-Cities Chapter. His detailed study on 
the control of incoming materials should cause many readers to re-examine 
their own procedures. 





Articles published in the Bulletin present many different viewpoints. In 
publishing them the Association is not sponsoring the view expressed, but 
is endeavoring to provide for its members material which will be helpful 
and stimulating. Constructive comments are welcomed and will be pub- 
lished in the Forum Section of the Bulletin. 
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THE APPLICATION OF STANDARDS TO A 
JOB-ORDER COST SYSTEM 


By I. Wayne Keller, Assistant Controller, 
Armstrong Cork Co., Lancaster, Pa. 


—" method of determining factory cost of production for a 

given plant and the degree to which cost records are detailed 
and used are always conditioned by two factors: (1) the type of 
products and production processes, and (2) the desires of man- 
agement for control data and periodic reports. This paper pre- 
sents a case study of the application of standards to a job-order 
cost system and the adaptation of this procedure to the specific 
requirements of management. 

It should be mentioned at this point that standard cost as used 
in this paper should be defined as “that cost which a well-operated 
plant ought to attain when a normal volume is produced.” The 
job order procedure for estimating or standard cost building, as 
developed in this paper, is no different from that followed in 
building standard costs for a process system where there is a 
continuous flow of material from operation to operation. Regard- 
less of the type of manufacturing plant, a number of operations 
are performed on one or more materials. The development of 
standard costs for individual orders, each of which uses only some 
of the operations and may have a different production sequence 
from the others, is no more difficult than it is for developing 
standard costs for materials which pass through all the operations 
and always in the same sequence. True, more standards must 
be built, but these also are needed for price determination and for 
scheduling production, as will be discussed later. In filling these 
latter needs, all of the other requirements mentioned below are 
met and could be met only through the application of standards. 

The system described herein is used in one of the plants of the 
Armstrong Cork Company which manufactures cork specialties to 
customers’ specifications. It was developed to provide the fol- 
lowing control and report data: 


1. Checks on efficiency while a job is in process. 
2. Comparisons of actual with standard costs and a means of 
analyzing variances by causes. 
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3. A means of following the production against each order 
and checking this against schedules. 
4. Monthly statements of profit or loss by groups of products 

















(e.g. natural cork specialties, cork composition specialties, 
shoe materials, etc.). 
5. Basic information for estimating costs of new orders. 
Nature of Business 
Since the company produces all types of natural and cork com- Ss} 
position materials for all sorts of industrial applications, the num- Cc 
ber of units on an order will vary anywhere from one to several d. 
million. Approximately 45 per cent of the production is of special e1 
products which are reordered four or more times during a year, to 
and a substantial portion of the remainder is made up of special- fr 
ties which are ordered only once. In the case of floats, gaskets, of 
m 






and other parts for automotive equipment, the orders will be 
large while the model is in production, and then orders for replace- 
ment parts will be received in diminishing size and frequency for 
many years. Approximately 5,000 orders 2re completed each month, 
and the number in process at one time averages about 3,000. 

Two principal raw materials are used, corkwood and cork com- 
position mats. Corkwood is the higher quality bark secured from 
the cork oak which is used in the natural state in which it is 
stripped from the tree. Cork composition mats are a synthetic 
product of cork which has been ground, mixed with biriders, 
compressed and baked into mats from two to six inches thick 
and six or more square feet in area. 












Cost Estimate for Pricing 

For illustration purposes, a cork composition oil pan gasket will 
be considered. The sales office forwards blueprints and specifica- 
tions to the factory with a request for a cost estimate, which will 
be used as a basis for a price quotation. (The effect of, and 
pricing policies under, O.P.A. regulations are not considered in 
this paper.) The cost estimators at the factory first check the 
files to determine if the part was ever produced or if previous 
estimates have been prepared. In either case, barring special in- 
structions from the sales division or a known change in produc- 
tion equipment, it is assumed that previous material specifications 
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and production processes are correct. If the part was not esti- 
mated or produced previously or if changes in production are 
indicated, the industrial engineers examine the blueprints and speci- 
fications and determine quantities of material required and method 
of production.. For example, in the illustration (Exhibit 1) they 
established that 21 mats 24” x 36” x 3%4” are required to pro- 
duce a thousand gaskets and that 21 mat ends will be returned to 
raw material inventory. They also determined that these 21 mats 
were to be sliced—cutting off the excess area, and then ripped— 
split into sheets 4%” thick. This would produce 500 sheets of 
cork 24” x 26” x %”. The next operation, pressing, is that of 
dieing the gaskets from the sheets. In this case, the industrial 
engineers decided that the most efficient production method was 
to cut two gaskets on each press stroke. After pressing, the 
frames are removed—stripping. In this particular gasket, because 
of some peculiarity of the bolt holes, it is necessary to remove the 
material from them by hand—pilling—and the blueprint showed 
that there are twenty such bolt holes per gasket. After pilling, 


N 32104 COST ESTIMATE me woe 


—Lettateegh _Fectory 


Mecertai 
ao A eel fee Beem Bere Eee 





———— 


i, 
aa 4 


ee ee 


er eee 


: 
- 


N. A.C. A, Bulletin September 1, 1945 





the gaskets are tied in bundles and passed to the shipping depart- 
ment where they are placed in cartons and shipped. The indus- 
trial engineers also provided for an over-all loss due to spoiled 
work of 2 per cent. All of these production data are given to the 
cost estimators, who then apply the standard cost rates for the 
type of material and for the production operations specified. 


Production Planning 

Copies of the cost estimate are filed at the factory for use when 
the order is received. As the order reaches the factory, it is first 
processed by the production planning section. They remove the 
copy of the estimate from the file, note the material and produc- 
tion specifications, and prepare a factory order (Exhibit 2). 
This is a seven-copy form, with the seventh copy (Exhibit 3A) 
being the job cost summary card. Copy 1 is placed in the central 
schedule board pocket and is the master copy for production con- 
trol. Copy 2 moves through the factory with the material. Copy 3 
is the raw material requisition. Copies 4 and 5 are placed in 
the departmental schedule boards. Copy 6 is retained in the 
production planning department, filed by customer name, for 
ready determination of factory order number and follow-up in case 
of inquiries. If the order moves through the plant in lots, dupli- 
cates of Copy 2 are prepared to move with each lot. These are 
marked “Incomplete,” and Copy 2 moves only with the final lot. 


Processing Raw Material 

Raw material, either in the original mat form or as mat ends, 
or centers from large gaskets, is carried in a central raw materials 
storeroom. When the order is scheduled for production, the ma- 
terials control supervisor determines if mat ends or centers can 
be used. If they can, the first operation may be slicing or even 
pressing according to the extent to which the material is already 
adapted to pressing. Material move men bring the raw material 
from stores and return any salvage to stores. The operator who 
first processes the material maintains a tally and records usage 
and credits on Copy 3 of the order. If material is withdrawn or 
returned on more than one day, a supplementary copy is prepared 
in pencil in duplicate for each day’s movement, and the duplicates 
of these supplementary orders are placed in the departmental 
schedule board with the copy of the order so as to provide a run- 
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ning tally of usage for the information of the foreman. The 
material stores clerk also records the movement of material, but 
not by order number, and maintains perpetual inventory records. 
The total of the operators’ reports of usage is checked with the 
material stores clerk’s totals by grades of material. If there is 
any great discrepancy, a detail check can be made by materials 
and also by sizes of each type. This check, while rather general, 
has proved satisfactory and has kept the degree of error within 
reasonable limits. The usage slips are posted to the job cost 
summary cards daily and the postings scanned by the job cost 
supervisor. Obvious errors are frequently caught by the posters, 
and most other errors are detected by the job cost supervisor. 

In the illustration (Exhibit 3A), it is evident that 630 mat ends 
should have been returned to material stores. Since the actual 
number returned was ten short of this amount, a check would be 
made of other orders using 1310 material of approximately the 
size of these ends to see if a small order has no material charge 
or if a small amount of material may have been required to com- 
plete a larger order. 

The job cost supervisor also detects evidences of inefficient 
usage of material such as oversize stock, excessive requisitions in 
relation to the size of the order, wrong type of material, and 
errors in cutting to size. These are brought to the attention of 
the foreman immediately and, in the case of any orders with pro- 
duction extending over two or more days, can be corrected before 
the order is completed and, in most other cases, at least before 
further operations are performed on the wrong material. - 


Payrolls and Labor Distributions 


Payroll information and labor cost distribution are established 
through a dual set of labor records. A biweekly clock card is used 
for clock rings which establish the hours of work record. How- 
ever, there are frequent changes in individual rates due to switches 
from one job to another during a day or during a pay period. 
Also, some jobs are on a piece-work rate while others are paid 
on an hourly basis. For these reasons, the daily earnings are 
computed on a special labor report (Exhibit 4). The lower por- 
tion of this report (below the “Total” line) is prepared by cost 
clerks located in the production departments and is actually a 
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combination production and direct labor cost report. The original 
copy is perforated below the “Total” line and between each job 
ticket. The duplicate is not perforated. 

At the start of each shift a report is prepared for each produc- 
tion worker. During the shift, as the workers complete work on 
an order, the production is tallied and the elapsed time computed 
and recorded on the ticket by the cost clerks. The hourly or piece- 
work rates are also inserted by the clerks from rate files main- 
tained in each department. If the worker was on one job the 
entire day, production is tallied only at the end of the shift. The 
total elapsed time shown on the labor slips is checked with the 
rings on the clock cards. The reports are then examined by the 
foremen for verification of labor rates and also for checks on 
production efficiency and forwarded to the factory office for ex- 
tension and summary. After the labor cost of each job is com- 
puted, the hours and dollars are summarized by accounting code 
and recorded on the upper portion of the report. The original 
copy is then separated into summary and individual job tickets. 
The summary portion is used for accounting and payroll purposes. 
From it labor distribution is effected through the use of tabulating 
equipment, and the summary of all charges for a month thus pre- 
pared provides a check against postings to the job cards. The 
individual job tickets are sorted by job number and posted to the 
reverse side of the job cost summary (Exhibit 3B) daily. The 
duplicate copy of the labor report is filed by clock number so as to 
provide a detailed record of the earnings computation for each 
worker in support of the payroll. 

The labor postings to the job cards are also scanned by the job 
cost supervisor. From an intimate knowledge of the operations 
and a comparison of production of different workers, he can detect 
costs which are out of line and bring them to the attention of the 
foreman. In many cases, the foreman has already noted the fact 
from his review of the labor reports during the day and at the 
end of the shift before they were sent to the factory office. ~ 


Standard Manufacturing Expense 


Standard expense rates are established by operation once each 
year. At the close of each month, the standard rates are applied 
to the actual labor posted during the month. This provides the 
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“actual” expense cost of the job. It is noted that there are two 
expense columns, “Expense” and “GF (General Factory) Ex- 
pense.” The first is the specific rate applicable to each depart- 
ment. The second is a composite of all factory costs not applicable 
to departments such as general administration, personnel service, 
industrial engineering, and the like. This latter rate is applied as 
a percentage of the total labor cost. 

It may be desirable at this point to explain the accounting for 
factory expense in greater detail. Factory expense control is 
effected by means of a flexible budget which is built by types of 
factory expense and formulated into fixed and variable components 
so that the allowance in each month equals the fixed component 
plus the variable allowance adjusted to actual activity. Any devia- 
tion of the actual from the total budget allowance is considered 
as a measure of operating efficiency. Expense standards are de- 
veloped each year on the basis of the budget for the year adjusted 
to normal operating volume. The rates thus derived are those 
applied to the labor poste. to the job cards. 

Actual expense is charged to an account against which no credits 
are made except for corrections and adjustments. Standard ex- 
pense is credited to an account designated “Allowance for Factory 
Expense.” The difference between the two accounts represents 
the over- or underabsorbed factory expense. This is further 
analyzed into: 

1. Variation from the budget. 

2. Variation due to volume. 

3. Differences between standard and budget. 
4. Overtime premium. 


The variation from the budget was discussed above and requires 
no further explanation. The volume variance is the difference 
between the fixed expense rate at normal volume applied to actual 
production and the total fixed expense. It has been found that 
this volume variance computation can be made on an over-all basis 
of total direct labor for each commodity group, and while not 
absolutely accurate it is sufficiently so for all practical purposes. 
The difference between standard and budgeted expense arises from 
those items which are allowed in the expense budget when efficiency 
is measured, but which are not considered normal costs which 
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should be incorporated in the standard cost of the product. For 
example, certain major repairs may be made only once every four 
years. In the budget they would be allowed in the year they were 
made; while in the expense standards, only 25 per cent of the total 
would be included each year. 

Overtime premium is considered to be an abnormal cost due to 
wartime conditions and, therefore, is not included in the standard 
factory cost nor in the budget for the purpose of measuring 
efficiency. All overtime premium is charged to a special sub- 
division of the factory expense account and is shown in all reports 
as a separate item so as to highlight it at all times. : 


Production Report 

As each lot of material is sent to the packing and shipping de- 
partment, a production report (Exhibit 5) is prepared in dupli- 
cate by the department completing the final production operation. 
The original copy moves with the material, and the duplicate is 
sent to the factory office. The production departments record 
information only on the first two lines of the left-hand portion of 
the report, “good” production and material scrapped. The pack- 
ing and shipping department must account for the entire quantity 
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shown as “good.” The disposition may be into additional scrap 
at the packing operation, overruns stocked in bins in the hope of 
receiving future orders on which they may be shipped, material 
being held for later shipment, or material shipped. When the 
necessary information as to the disposition of the material has 
been inserted by the packing and shipping department, the original 
copy is returned to the factory office. The prenumbering of the 
forms provides a means of checking to be sure that all copies are 
returned. 

The production quantities are posted to the cost summary card, 
and the information as to material stocked or shipped, as shown 
on the production report, is used for finished stock inventory 
control purposes. It is to be noted that shipments of a particular 
lot may be made on different dates and are recorded on Exhibit 5 
as such. At the end of the month, all shipments for the monih 
are totaled and extended at the standard allowance for packing 
and shipping material, labor, and expense. An adding machine 
summary is run of all of these and provides the basic informa- 
tion for preparing the cost closing entry to be described later. 


Work in Process Inventory 


All production against an order in a given month, as posted to 
each job cost summary, is added at the close of the month and, 
when extended at the standard rates, becomes an allowance 
against the actual costs incurred. In the illustration Exhibit 3A, 
there was no opening inventory so that the actual charges to the 
job during the month (postings) represent the total to be measured 
by the standard allowances. However, inventories must be con- 
sidered and, therefore, a physical inventory of work in process 
is taken at the close of each month. Inventory cards (Exhibit 6) 
are prepared by factory inventory crews who record the descrip- 
tion and count for each lot of work in process. The pricing and 
extension is done in the factory office after the cards are sorted 
by order number. The total inventory value for each job in 
process is posted to the cost summary and also provides an allow- 
ance or measure against the actual costs. Thus the opening inven- 
tory plus the postings, minus the production and closing inventory, 
equals the variance from standard cost (Exhibit 3A). 
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Flow of Transactions 

The flow of accounting transactions incident to these procedures 
is shown in Exhibit 7. The forms used and procedures followed 
which do not have a direect bearing on the cost system are not 
presented and described in this paper. They will be referred to 
where necessary in following the accounting transactions. 

All raw material purchases and freight thereon are charged to 
an “In Transit” account. Purchases of expense materials are 
charged direct to factory expense or to stores. At the close of 
each month a summary of quantities of raw material purchased 
and the actual cost thereof is prepared. These are also valued at 
standard cost. The “Material Purchase Profit and Loss” account 
is charged with the total actual cost, including freight, and the in 
transit account credited. Raw material inventory is charged with 
the standard cost of the purchases during the month and purchase 
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profit and loss credited. Raw material usage is summarized from 
the usage recorded by the raw materials inventory control clerk 
and is charged to the “Material Utilization Variance” account 
and credited to the raw material inventory. 

The “Direct Labor Efficiency Variance” account is debited for 
the actual direct labor cost as the accrued payroll is recorded. The 
factory expense account is also debited for indirect labor from 
the payroll accrual entry and for the stores requisitions, direct 
charges, etc. 

Postings to the job cards are totaled for each month and the 
following entries prepared : 

Work in Process 
Material Utilization Variance xx 
- Direct Labor Efficiency xx 
Allowance for Standard Factory Expense xx 


At this point there will be some variance due to errors in posting 
and in summarizing. For example, if the total postings of the 
net value of material used are not in exact agreement with the dis- 
appearance indicated by the perpetual inventory of raw material, 
the difference will be reflected in the variance account. It is for 
this reason that this entry directs the passage of the charges 
through variance accounts before they come to rest as work in 
process. By this means, clerical errors are disposed of and can 
be measured in the variance account; a check is kept on clerical 
accuracy; and the number of errors is held to a relatively insig- 
nificant amount. ; : 

Production, as reported on Exhibit 5 and valued on the job 
cards, is also summarized at the close of the month, charged to 
finished stock and credited to work in process. After this entry 
is made, the work in process account is at standard, plus or minus 
the efficiency variances in production costs for the month. These 
variances are summarized from the job cost summaries and cleared 
to the variance accounts as debits or credits, as indicated by the 
dotted lines on Exhibit 7. This procedure clears the variances 
from the inventory account into the respective variance accounts. 
At this point, the job cost summaries show the inventory of work 
in process at standard cost and in total are in agreement with that 
account on the general ledger. 
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The finished stock account is also debited with the standard 
allowances for packing and shipping, as computed on Exhibit 5, 
with the corresponding credits to material utilization variance, 
direct labor efficiency, and allowance for factory expense. After 
this entry is posted, the accounts reflect the total of the variances 
for the month. 


Variance Report 

A variance report, Exhibit 8, is prepared monthly for the use 
of the plant manager and the general production department of 
the company. This report indicates the ratio of variances from 
standard cost to the standard allowance. Variances are segregated 
as to those which are directly controllable by the factory manage- 
ment and those which are uncontrollable. The raw material and 
direct labor allowances and variances are the totals taken from 
the job cost summaries. The factory expense allowance and 
variance is taken from the budget report and is, therefore, based 
on budget allowance rather than standard expense absorbed. The 
raw material purchasing variance is considered in the uncontroll- 
able group since substantially all raw materials are purchased by 
a central purchasing department. No allowance is shown for 
raw material purchasing, since this would duplicate the allowance 
for raw. material used. Furthermore, purchases follow usage 
rather closely so that the total allowance is sufficiently accurate to 
measure the extent to which total actual costs deviated from the 
standard or budget allowance. 

Variances are shown in total for the factory and also by com- 
modities (in Exhibit 8 only one commodity is indicated). . The 
raw material and direct labor variances are summarized specifically 
by commodity groups from the job cost summary cards. Factory 
expense variation from the budget is allocated to commodity 
groups on the basis of standard direct labor cost. Raw material 
purchasing variance follows the usage of each raw material. Fac- 
tory volume variance is computed by commodity groups as ex- 
plained previously. Standard expense from budget and overtime 
premium are allocated on standard direct labor. 
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Summary 

In conclusion, the system should be weighed against the ends 
which it is intended to serve. Checks on efficiency while a job 
is in process are provided through the detailed information avail- 
able to the foreman of each operation at all times and through the 
constant scrutiny of all charges by the job cost supervisor. The 
foreman knows from the factory order how much material should 
be used on a job, and from Copy 3 and its supplements he has a 
running record of actual usage. The daily labor reports indicate 
the time spent on a job by each operator, and through the fore- 
man’s examination of these during the day and his approval of 
them at the close of each day, he can spot any unsatisfactory per- 
formance. “All of this is augmented by the job cost supervisor 
who is thoroughly familiar with materials and production pro- 
cesses and gives the costs a double check when they are posted 
to the job cost summaries. Since this paper is concerned 
primarily with the application of standard costs to a job order 
cost system, the control of factory expense by means of the bud- 
get is not considered in detail. Suffice it to say that adequate in- 
formation is also available in each department for the daily control 
of such costs. 

The job cost summary cards provide a monthly comparison 
of actual and standard costs by jobs. Since all charges are posted 
in detail—type and size of material used, material credits, labor 
cost and production by clock number and by operation, a com- 
plete analysis can be made of all variances. This would include a 
comparison of actual production methods, indicated by the de- 
partment and operation symbols (34-1, 34-2, etc.), with those 
contemplated when the estimate was prepared. This is extremely 
important in that some time may elapse between the preparation 
of the estimate and the receipt of the order, during which time 
other jobs may be scheduled which will completely utilize the pro- 
duction capacity of the equipment which it was planned to use 
when the estimate was prepared. 

The production planning department can follow each order 
through the factory by examining the job cost summaries. These 
indicate the production to date in each operation as well as the 
completed production. In addition, the production report (Exhibit 
5) provides complete information as to material completed and 
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available for shipment or shipped. The copies of the orders placed 
in the departmental schedule boards by dates on which production 
must be started in order to meet shipping promises enable the 
foreman to organize his work schedule properly and thus require 
little follow-up from the factory office. 

Variances are either determined by commodity groups, or the 
job cost summaries provide the bases of allocation. This informa- 
tion, when consolidated with the sales, standard cost of sales, sell- 
ing and administrative expense, provides the executives of the 
company with operating statements by products. Management 
attention can thus be directed to those lines which are not yield- 
ing an adequate return on sales or capital employed. 

The system as developed and presented is not considered to be 
the cheapest method of cost finding in a job order plant, nor a 





perfect application of the standard cost procedure. It is an 


approach to the optimum, considering all of the demands made 
upon it. It has been revised frequently since it was installed 
nine years ago. Doubtless, many further improvements can and 
will be made. 

Aan Se ews ‘ RMA Ghee 
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' PUNCHING OF BULLETINS DISCONTINUED 


With this issue the punching of the Bulletin for insertion 
in binders will be discontinued. Punching has detracted from 
the appearance of the Bulletin and has required extra time in 
its manufacture. 

The former type of binder is being discontinued and re- 
placed by a binder which requires no punching for use. The 
binders will have the same external appearance as those pur- 
chased from National Headquarters in the past; only the 
method of holding the Bulletins will be changed. An an- 
nouncement will be made as soon as the new type binders 
become available. 
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ACCOUNTING PROCEDURE FOR CONTROL OF 
INCOMING MATERIAL | 


By Harry C. Anderson, General Accountant, 
American Machine and Metals, Inc., 
East Moline, Ill. 


A DIRECT relationship between purchases and cash obviously 
requires definite, close control. The purpose of this article 

is to present the methods, procedures, and forms by which a 
typical manufacturing concern accomplishes such control. This 
control may be divided mainly into four categories, each per- 
forming a very important function: 

1, Receiving and recording the material received. 

2. Inspecting the material. 

3. Submitting claims for incorrect, substandard, or damaged 

material. 
4. Auditing of material received and material billed. 


Receiving and Recording the Material Received 
Usually, the receiving department’s first notice that certain 


material has been ordered is a copy of the purchase order, which 
shows the vendor’s name, a description of the material, method 
of shipment, the department to which it is to be delivered, the 
factory order or stock supplies account to which it applies, in- 
formation concerning the return of shipping containers, and 
other necessary plant information. It is suggested that the quan- 
tity to be received be omitted from the receiving department’s 
copy of the purchase order. This lessens the tendency to report 
what should have been received instead of what actually was 
received, a tendency which exists particularly in the case of lax 
employees handling tedious count or weight items. 

From a cost standpoint, good scales which accurately weigh ma- 
terials purchased on a weight basis are a good investment for the 
amount of payment depends on the weight received, and a check can 
be made on the carrier’s weight which is the basis for freight 
charges. Proper dock and unloading equipment, facilitating han- 
dling of materials from freight cars and trucks helps provide the 
time for employees to count and weigh materials accurately. These 
facilities help lower operating expenses ; indirect labor and breakage 
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costs are reduced. More efficient unloading -of cars and trucks 
means less demurrage expense at a time when demurrage rates 
are high because of the shortage of freight cars and because ODT 
restrictions force prompt loading and unloading. Proper facili- 
ties help get materials into the plant promptly when a day or two 
unloading time might cause a holdup in a production line. 

For proper handling by departments which subsequently will 
receive it, a consecutively numbered multicopy receiving record 
should contain detailed information concerning vendor, carrier, 
shipping charges, purchase order reference, quantity received, 
description, to whom delivered, etc. 

In addition to recording the actual material received, the receiv- 
ing department must be on the alert for damage or loss in transit. 
When the employee finds that damage or loss has occurred, he 
should not sign a clear bill of receipt of merchandise until the 
carrier has made his inspection and has either submitted a loss 
or damage inspection report, or has made a notation on the freight 
bill acknowledging such loss or damage. This report or notation 
assists the traffic department in filing claim. Concealed damage 
is encountered quite often which makes immediate unpacking and 
inspection advisable. In this event, carriers should be called 
promptly in order that they may make an inspection report for 
claim purposes also. The least possible delay in the handling of 
material simplifies this type of claim. 

Shortages or overages due to miscounts on the part of the 
shipper present further diffculties. A printed form, issued in 
triplicate, “Receiving Short or Over Notice,” showing a com- 
parison of merchandise and columnarized under the headings, “We 
Received,” “Your Packing List Shows,” and “Description of 
Material” may be used. Acttal count or weight received would 
be recorded in the first column, the count or weight of*what should 
have been received in the next column, and the description serving 
for both in the last column, The form also carries the statement 
that the vendor will be charged or credited, depending on whether 
shipment was over or short. It should be mailed immediately to 
the vendor in order to help dispel any question in his mind that 
the merchandise had been lost after being received in the plant. 
This prompt notice also serves the vendor in that it permits him 
to make an immediate investigation at his end. The original is 
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sent to the vendor, one copy remains in the receiving department, 
and one copy goes to the material audit department along with the 
latter’s copy of the receiving report. Upon checking the vendor’s 
invoice, the material audit department may issue a debit or credit 
memorandum. 

Returnable drums and containers can be accounted for simply 
by a consecutive numbering system for each returnable item. These 
numbers are placed on the receiving report and on the item itself. 
When this is done, the receiving department’s responsibility ceases. 

After the receiving report is written, copies should be sent to 
the following departments : 

1. Original to the material audit Sistine « with freight bills 

and shortage or overage report, if any. 

. Copy to planning or production. This constitutes an up-to- 
date notice indicating materials on hand. 

. Copy to receiving inspection with material. ' 

. Copy to purchasing to adjust follow-up files on undelivered 
merchandise on order. 

. Copy for receiving bearing signature of department receiving 
merchandise on final delivery. 


Inspecting the Material as Ordered 

Did we get what we are going to pay for? Receiving inspec- 
tion insures receipt of material in accordance with purchase order 
specifications, and, in case of variations, prevents the setting up 
of machines and producion lines before the material has been care- 
fully checked. In the event that inspection shows that material is 
substandard, defective, lost, or damaged, the inspector fills in in 
triplicate a ‘““Report of Substandard or Defective Material Received 
from Suppliers, also Loss, Damage in Transit.” This report covers 
such pertin@nt data as date, supplier’s name, purchase order num- 
ber, date received, carrier’s name, receiving report number, quan- 
tity, part number, and description of material and the report of the 
inspector, explaining the variation in the material or its loss or 
damage. Only this portion of the report is filled in by the inspec- 
tion department. Then, in the case of substandard material, two 
copies are sent to the production planning department, and in the 
case of claims, one copy is sent to the traffic department with the 
catrier’s inspection report and one copy to the production depart- 
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ment. On substandard or defective material’ the production de- 
partment completes the form, arrives at a decision concerning dis- 
position of the material, and fills in Exhibit 1, which is self- 
explanatory : 





PRODUCTION DEPT: Can this material be used for another purpose? Yes. 





REMARKS: 





Planning Department Records Made By 





ENGINEERING DEPT: Can this material be used as substitute? Yes. 





REMARKS: 





Engineering Department Records Made 








< J - 


Notify Cost Department of Disposition Made 
Material Transferred from Job No. Te Job or Stock 








PURCHASING DEPARTMENT DISPOSITION: 

___1. Return for Replacement [[] Reconditioning [] Credit () 
Issue Returned Goods Order and Purchase Requisition as required. 
Hold for Inspection by Supplier. 








aan See Se Cont 8 Substandard Material 
rt & to iesue East Moline Order to cover expense. 





posit By 





NOTE: When No. |.is checked No. 2 should be put in force. 





Exaursir 1 


Submitting Claims for Incorrect, Substandard, or ene 
Material 

A special report similar to the one illustrated requires the im- 
mediate attention of the purchasing, planning, and traffic depart- 
ments and provides direct, necessary follow-up data to permit 
prompt decisions. It is more advisable to use such a report than 
it is to rely on “Receiving Report Remarks,” which are easily 
overlooked. ; 

On the decision to return substandard material to the supplier, 
after no use can be found for it, a returned goods order, accom- 
panied by one copy of the substandard material report, is sent to 
the purchasing department along with a purchase requisition for 
the purpose of reordering. This procedure gives the purchasing 
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department first-hand information on which to base a complaint 
to the vendor and permits prompt issuance of a new order cover- 
ing the replacement shipment. The returned goods order, after 
clearing through the purchasing department, proceeds to the ma- 
terial audit section of the accounting department for entry on a 
returned goods shipper order, with replacement number shown. 

If material can be corrected in the plant, authority should be 
obtained through the purchasing department from the vendor. 
Under these circumstances a charge order should be issued from 
which a factory shop order is made up, permitting accumulation 
of costs for charging the vendor. Particularly on urgent orders, 
this method quite often is advisable, for it saves handling and 
transportation expenses in addition to speeding up the time in 
which the material can be placed in production. 


Transportation Charges 


In the case of lost or damaged material, the traffic department, 
working from the inspection report, handles the reimbursement 
from the carrier through a standard claim form. At this point it 
would be well to mention that the method of handling claims 
depends on the FOB point terms on which the merchandise was 
purchased. If FOB destination, it is conceded the shipper is 
responsible for the delivery of material in good condition to the 
consignee. This requires his filing the claim and giving satis- 
factory disposition of material on receipt of inspection report 
supplied by the consignee. A chargeback should be issued against 
the supplier and a replacement requested. If FOB shipping point, 
even though freight is allowed, the consignee is obligated to file 
the claim for his own protection. On either loss or damage claims, 
the first step in accounting for such claims is the entering of a 
regular claim charge order. Submitting a claim for lost merchan- 
dise where the loss has been acknowledged by the carrier presents 
only a minor problem in that the claim make-up covers only the 
listing of the material charge plus any freight adjustment. 


Damaged Material 


Damaged material presents difficulties which must be carefully 
considered. If damage cannot be repaired properly in the plant, 
the material must be returned to the supplier for corrections. This 
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necessitates the issuance of a purchase order to repair the material, 
charging the expense involved to the company claim charge order. 
If material is beyond repair and must be replaced, a new purchase 
order should be issued for the material with reference made to 
the claim charge order. All transportation and handling in con- 
nection with either repairéd or replacement material should also 
be charged to the same order. 

If material is to be repaired in the plant, the usual factory pro- 
duction order for accumulating time, material, and expense is 
issued and referenced to the claim charge order. Upon the ac- 
cumulation of all costs incurred in the repairing or replacing of 
damaged material, the traffic department is then in a position to 
file a standard claim form and charge the accounts receivable ac- 
count of the carrier by closing and invoicing the company claim 
charge order. It must be remembered that on claims where. ma- 
terial was replaced or beyond repair, the salvage becomes the 
property of the carrier if salvage allowance was not made on the 
face of the claim. 

The above procedure of handling substandard or damaged ma- 
terials controls losses to the company and insures prompt hand- 
ling, thus helping to prevent delays and production hold-ups. 


Auditing of Material Received and Material Billed 

The material audit section of the accounting department com- 
pares the receiving record with the vendor’s invoice before pass- 
ing the invoice to the accounts payable department for payment. 
The two basic files are the open purchase order file and a process 
file where the invoice or receiving report is kept before the com- 
plete records have been compiled for comparison. The complete 
records would consist of the purchase order, receiving report, and 
invoice. The advantage in this system is that there are only two 
reference files for any order on which both invoice and receiving 
report have not been received; if an order is not on file in the 
open file, reference to the process file will reveal either a receiving 
report or an invoice showing merchandise has been shipped. A 
simple method of filing the accounting copies of the open purchase 
orders is to arrange them alphabetically and numerically by vendors. 
The slide type, self-opening, three-ring binders serve very well 
for this purpose. 
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After the receiving reports with freight bills attached have been 
cleared to them by the receiving department, the audit section sorts 
the receiving reports in the same sequence as the open purchase 
orders in the open order binders. The preliminary sequence sort- 
ings for match-up saves valuable minutes of turning pages and 
handling books. If a purchase order is not in the open file, the 
invoice has been received prior to the receipt of the material and 
is in the process file. Having cleared both the open and process 
order files, the next step is to check the FOB point as shown on 
the purchase order to the prepaid or collect freight bill and trans- 
portation data shown on the receiving report. If material was 
received collect and terms are FOB shipping point, the freight 
bill should be passed. If terms were FOB destination and ma- 
terial came in collect, proper notation should be placed on the pur- 
chase order and receiving report to the effect that if the freight 
charge is not allowed on the vendor’s invoice when received, a 
debit memorandum must be made for the amount of freight; in 
this event, the receipied freight bill should accompany the debit, 

During the process of verifying the freight charges, the charge 
account numbers should be applied in accordance with the par- 
ticular accounting application of the plant. Freight bills are then 
sent to the traffic department for rate and computation audit and 
then to the accounts payable department for payment. After com- 
pletion of the freight bill check, the process of matching purchase 
orders and receiving reports should be continued. Those purchase 
orders on which the invoices have not been received are filed in 
the process file pending receipt of invoice from vendor; those on 
which the invoice has been received are ready for comparison and 
posting. Upon receipt of the invoices each day from the vendors, 
the first step is to apply the check stamp covering such data as: 
date invoice is received, FOB point, receiving report number and 
date, job order number, account number, terms, date passed, and by 
whom passed. The invoices are then checked for extensions and 
totals. The vendor is then notified of any discrepancies by the use 
of a form designated as “Invoice Correction Notice” (Exhibit 2). 

This form saves letter writing, shortens the time of waiting for 
a corrected invoice and also promptly notifies the vendor of the 
discrepancy, thus enabling him to adjust his records before the 
payment is received. After computations are checked, the in- 
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INVOICE CORRECTION NOTICE 


THIS NOTICE 1S SENT TO YOU UPON RECEIPT OF YOUR INVOICE TO 
WANE POSSIBLE THE OF OUR WITH yours. 
#@TO AVOID CONTROVERSEY AFTER AN INVOICE HAS SEEN PAID Date 

















Gentlemen:—We have received your Invoice No. 





covering our purchase order No. 
(CD) The extension 6f the following have been changed: 





Item No. from 
Item No. from 
Item No from 

















(1) Sales Tax has been Corrected from to 
The Merchandise is____._____for Resale—Our Resale Permit No. 237124, 
(Revised Total of Invoice is. 





Please correct your records accordingly or inform us promptly if you find the above corrections are not in order. 





Exuisit 2 


voices are given to the accounts payable department for recording 
of discount items and payment schedule. They are then returned 
to material audit for match-up, after which a comparison is made 
of the invoice and the material received report with the purchase 
order. Such items as quantity, description, price, FOB points, 
terms of payment, sales tax, etc., are included in this comparison. 
During this process the check stamp is filled in, and data are carbon 
copied to invoices for the use of other departments. 

In the event of a discrepancy ‘n weight or count on the part 
of the vendor, a debit or credit memorandum is requested from 
the billing department; this is done in conjunction with the pro- 
cessing of the “receiving shortage or overage report.” After check- 
ing, the purchase order is annotated, and the receiving report is 
cleared for filing. Partially shipped purchased orders are filed 
back in the open orders. Invoices are distributed, the original to 
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the accounts payable department, copies to the cost department for 
posting to the cost records or job orders and to the purchasing 
department so it may close the purchase order and expedite follow- 
ups of material. 

Under the section for handling claims for substandard material, 
we mentioned that the material audit section received the “Request 
for Return of Purchased Material” with “Substandard Material 
Report” attached. A closely controlled combination returned goods 
shipper and debit or credit memorandum form has been devised 
for the use of the material audit section. Usually a debit or 
credit system other than regular customers’ charges to accounts 
receivable is likely to be loose. It, of course, is not practical to 
enter charges against vendors together with regular accounts re- 
ceivables of customers, and from the standpoint of deduction on 
adjustments ard returns to vendors, this creates a confusion of 
posting mediums. Use of a combination returned goods shipper 
and debit memorandum form made up on a ten-part, one-time car- 
bon set overcomes this. The form make-up is shown in Exhibit 3. 


ACCOUNTING DEPARTMENT DEBIT 





R.G. SHIPPER NO 


DEBIT MEMO DATE_____.mo.6 DEBIT MEMO NO. 
SHIP TO 
hs 


7) L 


NOTE TO VENDOR:— 
TO SE REPLACED AND WIVOICED ON NEW P.O 


OUR REFERENCES VENDORS REFERENCES SHIPPING INFORMATION 








Purchase Order. Order No. 











Invoice No. 








Invoice Date. 




















Terms. 











OESCRIPTION 
PLEASE ISSUE CREDIT FOR THIS MATERIAL—DO WOT REPLACE “WO CHARGE” 


ee 


Exuzsrr 3 
30 
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The request for return of purchased material form is made up 
identically the same as above with the addition of parenthesized 
instructions as to which sections are to be filled in by the factory 
and the office, reason for return, location of material in the shop, 
whom to see, and approval spaces. 

The following is a sample copy of instructions in actual use: 


“Upon receipt of request for return of purchased material, 
Form No. A-307, the material audit section shall issue Form 
No. A-311, combination returned goods shipper and debit 
memorandum. They shall assign an RG Number from the 
RG Register bearing the following columns : 


RG shipper’s number 
Abbreviated name of vendor 
Date billed 

Billed on D/M” 


Preparing the Returned Goods Shipper and D/M Forms 
This form (Exhibit 4) consists of the following one-time car- 
bon set: 


Vendor’s original copy 

Cost department’s copy 

Accounts payable deduction copy 
Accounts payable vendor’s remittance copy 
Material audit section’s file copy 

Shipping copy 

Stockroom copy 

Material audit section’s open order copy 
Inventory copy 

Packing slip 


SP PNA EdD 


— 


Copies 1 through 10 are typed in the usual way from the RG 
request form written by the factory, all information appearing as 
referenced. The references cover all information shown-on the 
request for return of purchased material form with the exception 
of “whom to see in our shop,” the department where material is 
located, and approvals for return. The information not refer- 
enced immediately preceding is typed only on copies number 6 
through 10. Upon completion of the typing and following the in- 
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AMERICAN MACHINE AND METALS, INC. 
EAST MOLINE, ILLINOIS 
ACCOUNTING DEPARTMENT DEBIT 


R.G. SHIPPER NO. — . 
DEBIT MEMO DATE. ss: DEBIT MEMO NO. 


SHie To 
5 


4 t 


NOTE TO VENDOR— 
—____._ 10 BE REPLACED AND MIVOKED ON WEW P.O 


OUR REFERENCES 





SHIPPING INFORMATION 








Purchase Order. 


R. R. No. and Dare. 

















Shop Order No. Invoice Date 
Credit Account Shipping Dace. 


Terms 





























DESCRIPTION 


PLEASE ISSUE CREDIT FOR THIS MATERIAL—DO NOT REPLACE “WO CHARGE” 
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sertion of factory information on the aforementioned copies, they 
are distributed as follows: 


Copies No. 1 through 5 are given to the billing department which 
retains them for billing purposes on shipment in the same method 
as standard billing procedures. They are to be retained in sets 
in numerical RG number order. All RG’s, where practical, are 
prepriced before typing by the material audit section. 

Copy No. 6, shipping, is sent to the shipping department. 

Copy No. 7, stockroom, is given to the proper stockroom. 

Copy No. 8, material audit open order, is retained in the open 
unshipped book in the material audit section. 

Copy No. 9, inventory control, goes to the production manager 
affected—Contract Manufacturing, General Production, etc., and 
in special instances, to originator of RG requests. 

Copy No. 10, packing slips, is sent to the proper stockroom, 
with respective stockroom copy, for filling and handling and is 
to be forwarded with merchandise to shipping department. 


Shipping Department 

Upon the shipping department’s receipt of the merchandise and 
the packing slip from the stockroom, normal shipping procedure 
will take place. After shipment, shipping tickets and bills of lad- 
ing will clear as usual each night. 


Disposition After Shipping 

Upon receipt of the shipping ticket with bills of lading, the 
morning after shipment, the material audit section edits the RG 
shipper for complete billing information required. At this point, 
the computation must be checked and the form cleared to the bill- 
ing department each morning not later than 10:00 a.m. 


Billing RG Shippers 

The billing department carries a register for D/M or C/M 
numbers consisting of the following: number, abbreviated name 
of the vendor, date deducted, and voucher number. 

The usual billing procedure of inserting the issue date, D/M or 
C/M number, routing, shipping date, and transportation charges, 
if any, is performed by the billing department, which records the 
first two columns of information in the debit memorandum register 
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at the time it assigns the debit number to the RG shipping ticket. 
To conform to the billing procedure, the original debit memoran- 
dum is given to the comptometer check desk for final checking 
before mailing. The billing department then distributes the five 
copies as follows: 

1. Original—mailed to vendor 

2. Cost department 

3. & 4. Accounts payable department 

5.. Material audit department 


Upon receipt of the material audit copy of the debit memoran- 
dum after billing, the material audit department inserts the in- 
formation daily in the last two columns of the RG register. 

This completes the handling of an accounting department charge 
where material has been returned to the supplier. In some in- 
stances material will be shipped, but, due to the circumstances be- 
yond control, the material cannot be billed back to the supplier 
either because the amount to be charged is unknown or because 
some concerns will not accept debit memoranda until material has 
been received and inspected. Such RG’s are to be retained as 
“open” by the material audit department pending receipt of credit 
memorandum or billing data permitting clearance. 


Charges and Credits Where No Shipment Is Necessary 

Debit and credit memoranda should be issued for over and short 
shipments of material as well as for errors in prices. For this 
purpose only sets of the forms made up of the first five copies 
shall be used. The material audit or cost section must fill in the 
original form, (those issued by the cost department clearing 
through the material audit department} either as a debit or a 
credit for presentation to the billing department after proper audii 
and check. The billing department follows the same procedure in 
handling and distributing the adjusting of debit or credit memo- 
randa with vendors. 


Check-off of D/M or C/M Register in Billing Department 
The accounts payable department checks off daily the debit 


memorandum register maintained by the billing department of 
all debit or credit memoranda as deducted in each day’s payments, 
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filling in the voucher number and the date of payment of 
the voucher. The above method of using RG or C/M Registers 
gives a complete check on all open RG’s not billed as well as all 
issued D/M’s not deducted from the remittances to suppliers. Any 
open debits or credits which are not checked off will be in the open 
file of the accounts payable department, and open RG’s not billed 
will be in an open file in the material audit section. It is well to 
send a copy of debit or credit memoranda on which deductions are 
made with the remittance advice. This saves many letters of ex- 
planation on disbursements. 





COST CURRENTS 











New Termination Cost Memorandums—The Office of Contract Set- 
tlement has again amended Regulation 14 to include six new termina- 
tion cost memorandums, numbers 10 through 15. The memorandums 
define the conditions under which the following items may be allowed 
as costs: 

T.C.M. No. 10. Engineering and development, special tooling and 
preparatory expenses. 

T.C.M. No. 11. Settlement expenses and costs of protection and 
disposition of property. 

T.C.M. No. 12. Depreciation. 

T.C.M. No. 13. Advertising expense. 

T.C.M. No. 14. General experimental and research expense. 

T.C.M. No. 15. Cash discounts on purchases. 


The purpose of the memorandums is to define and interpret the applic- 
able sections of the Statements of Cost Principles. The interpretations are 
reprinted below: 

Engineering and Development. Special Tooling and Preparatory Expenses 
(T.C.M. 19). 

1. The basis for the inclusion of costs of engineering and development, 
special tooling, and preparatory work is the amount of such costs 
which, if the contract had not been terminated, would have been 
properly chargeable to the terminated portion of the contract (s¢e 
subparagraph (3) of this paragraph). In this respect the accounting 
treatment used by the contractor in his books and records is not 
necessarily controlling. However, when costs of the nature discussed 
in this section are included, additional depreciation or amortization 
of the same items will be excluded. 
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2. 


Special tooling and similar items covered by this section will ordi- 
narily become obsolete at the termination of the contract and, con- 
sequently, their only residual value will usually be as scrap. If the 
toeling or other items are retained by the contractor or sold to a 
third party, their retention value or the proceeds of any-sale should 
be treated as a disposal credit in the contractor’s settlement pro- 
posal and not as a reduction of the cost of the special items sub- 
ject to amortization. Where the rate of amortization takes into 
account the continuing war production contracts for which the 
costs were incurred, the disposal credit should not include the value 
of the tooling or other items to the contractor for use on such other 
work but only their ultimate disposal value. However, where the 
disposal value consists only of scrap and it has been the contractor’s 
consistent practice to credit all tool scrap to overhead, such practice 
will be acceptable without applying the scrap value as a disposal 
credit. 


. Ordinarily, the unit quantities of deliveries will be an acceptable 


basis for the allocation of the costs of engineering and development, 
special tooling, and preparatory work (i) to the terminated con- 
tract where more than one contract is involved and (ii) between 
the completed and terminated portions of the contract. However, if 
the contract or contracts include products of a diverse nature, some 
other equitable basis may be used, such as machine or labor hours. 


. Particular care should be taken to determine that tooling and other 


costs are special as defined herein. The bid proposal or other records 
relating to the negotiation or performance of the contract, which 
may indicate whether the costs were contemplated by the parties, 
are important, but not necessarily controlling, evidence that the 
tooling or other property was acquired or the work done specially 
for the contract or for the contzact and other war production con- 
tracts. In the absence of such specific evidence, other satisfactory 
evidence will be requir-a. In no case will the contractor’s unsup- 
ported assertion on this point be considered sufficient, and a repre- 
sentation by the contractor at the time the contract was negotiated 
that it did not need special tooling or other items for its performance 
will indicate that such acquisition or cost was not contemplated. 


. In most cases it will not be desirable for the Government to take 


title to special tooling and similar items covered by this memorandum. 
Generally, the contractor should be permitted to retain the items, 
and the contracting agency should protect the Government’s inter- 
ests : 
i. By taking into consideration, in determining the rate of 
amortization, the use of the special tooling or other items on 
other war production contracts of the contractor; and 
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ii. By obtaining a proper disposal credit-in the settlement agree- 
ment, as provided by paragraph (c) (2) above; and 

iii. Where there is a possibility that the tooling or other items 
may be needed for government purposes within a reasonable 
period, by appropriate arrangements for the use of such 
items. 


The term “preparatory expenses” refers to expenses incurred in pre- 
paring to operate specially under the contract, and includes the reasonable 
costs of plant rearrangement and alterations, organization, planning, and 
similar activities carried on specially for the contract. It should be noted, 
however, that the term does not include special facilities or initial costs. 
These are covered in T.C.M. 7, reported in the March 15, 1945, Bulletin, 
end T.C.M. 9, reported in the May 1, 1945, Bulletin. 


Settlement Expenses and Costs of Protection and Disposition of Property 
(T.C.M. 11). 


1. To the extent practicable, the costs and expenses covered by this 
section should be segregated and charged directly to particular 
terminated contracts. However, where direct charging is not prac- 
ticable, any method of allocating these expenses may be used which 
produces results consistent with the principles set forth in sub- 
paragraph (3) of this paragraph. The method used may be based 
on estimates in the light of past experience and reasonably anticipated 
future terminations. In the absence of a more appropriate basis of 
allocation, expenses not charged directly may be allocated to par- 
ticular terminated contracts by the application of a properly com- 
puted rate to the amount of the contractor’s own costs included in 
the settlement proposals. 

. Settlement expenses and costs of protection and disposition of 
property may include a properly allocable portion of the costs, in- 
cluding overhead, of special termination units or departments and 
regularly established organizational units. In such cases, it is not 
necessary that the expenses of such units or departments be identi- 
fied with specific contracts, but the service performed must be 
directly related to termination activities. Factory and administra- 
tive overhead may be included as a settlement expense only to the 
extent that the elements of such overhead are properly allocable to 
such termination units or departments. 

. Whatever method is used to allocate settlement and property ex- 
penses, the cumulative amount included for these expenses in all 
termination settlements to date should not exceed the cumulative 
total of such expenses actually incurred, and the total amount 
included in any single termination settlement proposal should not 
exceed an amount reasonably necessary to settle the contract in 
question. 
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4. The cost of microfilming or preserving records of a war contractor 
will ordinarily be classified as general and administrative expense 
and should not be included as a direct settlement expense in a ter- 
mination settlement. 

. Regulation No. 10 of this Office relates to the clearance of termi- 
nation inventory from plants of war contractots. Section 4 of that 
regulation provides for reimbursement of the costs thereof as follows: 

Contractor's right to store at his own risk. A war contractor 
may at any time remove from his plant and store-on his own 
premises or elsewhere any of the above materials at his own risk. 
The war contractor will use reasonable care in the transportation 
and preservation of material so removed and stored, and will 
comply with any directions or specifications covering removal, 
preservation, transportation and storage which may be issued 
by the contracting agency. The war contractor is entitled to 
be reimbursed for the reasonable cost of (i) necessary or appro- 
priate transportation, preservation, protection and storage, and 
(ii) compliance with any directions or specifications in connec- 
tion therewith issued by the contracting agency. Ordinarily, 
charges for storage of termination inventory prior to the ex- 
piration of the plant clearance period will not be deemed a 
reasonable settlement expense. 

6. Section 5 of Regulation 10 provides for the removal and storage of 
termination inventory after the 60-day plant clearance period as 
follows: 

Contractor's right to remove or store at government expense 
and risk. If the contracting agency fails to arrange for storage 
by the war contractor or to remove any termination inventory 
within 60 days after its receipt of a satisfactory inventory 
schedule (or within such longer period as the contractor may 
agree), the contractor may remove and store at the govern- 
ment’s expense and risk, any or all those materials remaining, 
using reasonable care in the transportation and preservation of 
materials so removed and stored. The words “at the govern- 
ment’s expense and risk” mean, among other things, that the 
contractor is not required to insure such materials. 

7. In accordance with the foregoing references, the contractor may 
include in its settlement proposal the reasonable and necessary costs 
of transportation, preservation, and protection of termination inven- 
tory, regardless of whether such costs are incurred prior or subse- 
quent to the expiration of the 60-day plant clearance period. 
Charges for storage of termination inventory may ordinarily be 
included only for the time following the 60-day plant clearance 
period. However, if the 60-day period is unreasonable in a particular 
case, the cost of storage of termination inventory prior to the expira- 
tion of such period may be included. 
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The “definitions” section of the memorandum specifically excludes from 
settlement expenses: (1) the cost of idle equipment and (2) accounting, 
legal, clerical, and other costs incurred in any appeal, either within a con- 
tracting agency.or to the Appeals Board of the Office of Contract Settle- 
ment, or in any arbitration, mediation or suit in court, where such proceed- 
ing is instituted for the purpose of obtaining payment in excess of the 
amount the Government has determined to be due. 


Depreciation (T.C.M. 12). 


1. To be includible as a cost of a terminated contract, depreciation 
must have accrued during the performance of the contract and be 
chargeable to the work done thereunder in accordance with accepted 
methods of accounting allocation. Any recognized method of com- 
puting depreciation may be used and where the contractor has con- 
sistently employed a recognized method, it will be expected to con- 
tinue to use such method. Depreciation shall be includible only 
in respect of facilities owned by the contractor. 

. Depreciation should ordinarily be computed at the rates customarily 
used by the contractor, which may reflect accelerated depreciation if 
the contractor can demonstrate the reasonableness of such accele- 
rated rates in the light of unusually intensive or abnormal! use of the 
related assets. The depreciation rates used by the contractor for 
Federal income tax purposes will ordinarily be acceptable, although 
they are not controlling. 

. The fact that a facility is amortized at a rate of 20 per cent per 
annum pursuant to section 124 of the Internal Revenue Code is not 
significant in determining the rate of depreciation to be used for 
purposes of contract termination. However, buildings, facilities, 
and tooling not qualifying for the special treatment accorded under 
subparagraphs 1 (e) and (f) of the Statement of Cost Principles 
may in some cases be amortized at higher rates than ordinary depre- 
ciation where such assets have a high rate of obsolescence due to 
their special nature or utility primarily for war production. 

. Consistency from year to year in the method and rates of deprecia- 
tion used is a significant factor in determining the appropriateness of 
the charge for depreciation in a particular accounting period. There- 
fore, any deviation from book depreciation, such as to reflect cur- 
rent depreciation on assets fully depreciated on the books, wiil raise 
a question as to the propriety of the depreciation charges as a whole. 


Advertising Expense (T.C.M. 13). 


1, Where advertising expense represents a nominal amount in rela- 
tion to the operations and other expenses of the contractor, the entire 
amount may be. classified with general, administrative, and dis- 
tribution expenses and allocated to the terminated contract in ac- 
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cordance with paragraph 8004.2. Otherwise, it should be treated in 
accordance with the principles set forth below. 


. The amount of advertising expense properly allocable to government 
sales should be measured by its consistency with the contractor’s 
preware program unless such program does not provide an adequate 
basis for comparison, as in the case of newly organized companies. 
Where the consistency basis is not applicable, the reasonableness of 
the amount of advertising expense to be included in the settlement 
proposal will be determined in the light of the circumstances of each 
case. 

. Where the allowable advertising expense is determined by reference 
to a prewar program, consideration may be given to the following 
factors : 


i. The period used to measure the prewar program may repre- 
sent the four calendar years 1936 to 1939, inclusive, or the 
most nearly equivalent fiscal years. If the contractor was 
not in business during this entire period any representative 
period during which it was in business during such years 
may be used. 

ii. Advertising chargeable to the period of operation under the 
contract in excess of the average dollar amount for the 
prewar period should not be included in the amount to be 
allocated between government contracts and other business. 

iii. The contractor’s non-war business for the period of the con- 
tract should first be charged with advertising up to the prewar 
percentage of sales. In other words, to the extent that the 
contractor’s prewar business has been maintained, no adver- 
tising should be charged to government contracts. 

iv. Advertising should not be charged to government contracts 
at a rate higher than the prewar percentage of sales. 

. The amount of advertising expense allocated to government 
sales in accordance with the principles set forth herein may 
be allocated to the terminated contract on the basis of sales 
(the amount of the termination settlement to be treated as 
a sale), cost of sales, or on any other reasonable basis. 


General Experimental and Research Expense (T.C.M. 14). 


1. If income from royalties or from the sale of patents or sights is 
derived from general experimental and research programs carried on 
currently or in the past, such income should be deducted from the 
amount of general experimental and research expense to be allocated 
to the terminated contract. 

Where general experimental and research expense represents a 
nominal amount in relation to the operations and other expenses of 
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ated in the contractor, the entire. amount may be classified with general, 
administrative, and distribution expenses and allocated to the. termi- 
nment nated contract in accordance with paragraph 8004.2. Otherwise, it 
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acts contract should first be charged with the amount of general 


experimental and research expense up to the prewar per- 
centage of sales. In other words, to the extent that the con- 
tractor’s prewar business has been maintained, no amount 
of this expense should be charged to government contracts. 

. General experimental and research expense should not be 
charged to government contracts at a rate higher than the 
prewar percentage of sales. 

. The amount of the expense allocated to government sales 
in accordance with the principles set forth herein may be 
allocated to the terminated contract on the basis of sales 
(the amount of the termination settlement to be treated as 
a sale), cost of sales, or on any other reasonable basis. 


rent 


It should be noted that the term “general experimental and research 
expense” does not refer to routine shop experiments in production methods 
and similar activities which are usually classified with factory overhead. 
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Cash Discounts on Purchases (T.C.M. 15). 


1. Cash discounts on purchases realized by the contractor in respect 
of items included in the termination settlement should be reflected 
as deductions from the contractor’s costs included therein. Where 
it is not the contractor’s usual accounting practice to deduct cash 
discounts from the individual purchases to which they apply, such 
as where the discounts are credited to income, the amount of cash 
discounts (estimated, if necessary) may be deducted in a single 
amount from the entire inventory or other cost. 

. Where it is the contractor’s usual practice to credit cash discounts 
to factory overhead or to general and administrative expenses, such 
treatment will ordinarily be acceptable. 


Accountants’ Audit Fees Reimbursable in CPFF Contracts—In a 
recent case before the Board of Contract Appeals (BCA No. 1017) it was 
decided that the fee of an independent accountant in connection with annual 
audits was a reimbursable cost. The contractor was obligated by his CPFF 
contract to keep records and books of account on a recognized cost ac- 
counting basis, for which he was to be reimbursed. The contractor went 
beyond this and had the records audited by independent accountants. The 
question was raised as to whether this item of cost was reimbursable and 
the Board ruled in the affirmative on the ground that such audits are sound 
business practice, of benefit to the Government, and necessary to the per- 
formance of the contract. 


1944 Departmental Operating Results of Department Stores and 
Specialty Stores—The Controllers’ Congress of the National Retail Dry 
Goods Association, 110 West 3lst Street, New York 1, New York, has 


A A TT a IRE OCTET 
SAMUEL L. WHITESTONE 
1870-1945 


Samuel L. Whitestone, a former Vice President of the Association died 
on July 1 at the age of 75. Born in Vienna of American parents he ar- 
rived in this country at the age of 15. All of his business life was spent 
with the General Electric Company and the Sprague Electric Railway and 
Motor Company, which was absorbed by General Electric in 1892. Mr. 
Whitestone served as Controller of General Electric from 1920 until his 
retirement in 1935. 

Shortly after joining the Association in 1921, Mr. Whitestone was elected 
to the National Board on which he served for 8 years until 1929. During 
this period he also served as Vice President for the year 1922-23, and 
later served as a member of the Finance Committee from 1929 to 1932. The 
Association has lost a loyal and valued member in the death of Mr. 
Whitestone. 
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recently issued its twentieth annual report on departmental merchandising 
_ and operating results of department stores and specialty stores. The cur- 
rent report, for the year 1944, presents typical and goal figures by depart- 
ments for various groups of stores, classified by sales volume. Significant 
ratios are given, both departmentally and by years. Copies are available to 
nonmembers for $5. 





ASSOCIATION NEWS 











BOARD ELECTS WILLIAM J. CARTER VICE PRESIDENT 


William J. Carter of Atlanta has been elected a vice president of the 
Association to fill the vacancy created by the resignation as vice president 
of Arthur B. Gunnarson to become Assistant Secretary of the Association. 
Under the By-Laws of the Association, vacancies in the office of vice 
president are filled by a majority vote of the National Board of Directors. 
Mr. Carter’s election resulted from a mail ballot by the members of the 
National Board, following his nomination by the 1944-45 Nominating Com- 
mittee under the chairmanship of John H. DeVitt. 

Mr. Carter is a member of the public accounting firm of Mount & Carter 
of Atlanta and is the first National Officer from the deep south. He is a 
past president of the Georgia Society of Certified Public Accountants and 
has long been an active leader in professional affairs. He is a past presi- 
dent of the Atlanta Chapter of N.A.C.A. and served as a member of the 
National Board from 1940-42. 


YEAR BOOK IN PROCESS 


J. J. Little & Ives Company began on August 14 the setting of type for 
the 1945 N.A.C.A. Year Book—our first “Conference-by-Mail” publication. 
While the papers included in the Year Book were all written before Japan 
surrendered, they will all be particularly appropriate when the Year Book 
is issued in late November or early December, for they are directed toward 
the postwar problems of the industrial accountant. Four sections dealing 
with (1) The Job Ahead, (2) The Pricing Job, (3) The Control Job, and 
(4) The Public Relations Job provide a complete treatment of the most 
important aspects of the industrial accountant’s work in the days ahead. 

When it became apparent that it would be impossible to hold the 1945 
International Cost Conference, the Technical Program Committee, consisting 
of Richard S. Foster, Howard Greer, Mason Smith, and Maurice E. 
Peloubet, Chairman, adapted the program then reaching final form to a 
conference-by-mail, and obtained outstanding authorities to prepare the 
eighteen papers included in the Year Book. The fine cooperation and will- 
ing work of the members of the Committee and the authors has provided 
a Year Book which will compare favorably with the twenty-five which 
have preceded it. 
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CHAPTER MEETINGS 








Chapter Date 
Meeting Place 


Akron 18 
Portage Hotel 


Albany 18 
DeWitt Clinton Hotel 


Atlanta 18 
Atlanta Athletic Club 


Binghamton 
Arlington Hotel 


Birmingham 18 
Thomas Jefferson 
Hotel 


on 
Hotel Vendome 


Bridgeport 
Stratfield Hotel 


Brooklyn 19 
Central Branch, 
Y. M. CLA. 


Buffalo 
Church of the 
Covenant 
Calumet 24 
Hotel Gary, Gary 


Cedar Rapids 19 
Roosevelt Hotel 


Chattanooga 20 
Hotel Patten 


Chicago 
Furniture Club of 
America 


September, 1945 


Subject and Speaker 
What Management Expects of the Industrial 
Accountant 
Harry E. Blythe, Vice President and General 
Manager, Goodyear Aircraft Corp. 
Postwar Labor Relations 
Aaron Levenstein, Editor, Research Institute 
of America. 
The Cost of the Growth of Federal Control to 
Industry 
Lawrence S,. Camp, Attorney, Howard, Camp 
& Tiller. 
The Postwar Era in Business Education 
William M. Bush, Principal, Binghamton 
Central High School. 
Accountants’ Service to Management 
George W. Rooney, Vice President-Comp- 
troller, United States Steel Corp. 
Business Problems of New England 
Joseph P. Kennedy, former Ambassador to 
Great Britain. 
Reconversion—Costs in Tomorrow's Competi- 
tive Markets 
James L.. Dohr, Professor of Accounting, 
Columbia University. : 
How and Whom the Cost Accountant Will 
Serve in the Postwar Era 
C. Oliver Wellington, Partner, Scovell, Well- 
ington & Co. 
To be announced. 
John W. Scoville, Chief Economist, Chrysler 
rp. 
Cost Accountant's Place in Postwar Economy 
. L. Overlock, Vice President, Continental 
Illinois National Bank & Trust Co. of Chi- 


cago. 

Postwar Economic Problems and Their Effect 

on Costs 
Dr. Karl E. Leib, Professor of Economics, 
University of Iowa. 

Training Industrial Cost Accountants ba 
Cooperative Arrangements Between In- 
dustry and College 

Harvey G. Meyer, President, American Ac- 
counting Association. 

The Job Ahead 

Wyman P. Fiske, Secretary, National Asso- 
ciation of Cost Accountants. 
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Chapter Date 
Meeting Place 
Cincinnati 
Gibson Hotel 


Cleveland 20 
Carter Hotel 


Columbus 17 
Hotel Ft. Hayes 


Cuba 26 
Habana Yacht Club 


Dallas 21 
Melrose Hotel 


Dayton 
Van Cleve Hotel 


tur 
Decatur Club 


Denver 18 
Cosmopolitan Hotel 


Des Moines 
Younkers Tea Room 


Detroit 20 
Detroit-Leland Hotel 


ie 17 
Moose Club 


Evansville 
McCurdy Hotel 


Fort Wayne 18 
Chamber of Com- 
merce Bldg. 
Grand Rapids 18 
Rowe Hotel 


Greenwich 18 
Hugo’s Piccadilly 
estaurant, Stam- 
ford 


Subject and Speaker 
—— Terminology in Annual Reports 
ranklin, Controller, Caterpillar Trac- 
tor Co. 
Reconversion and the Cost Accountant 
Kenneth G. Donald, Vice President, Robert 
Heller & Associates, Inc. 
Cost Plus—Price Minus 
William Blackie, Vice President, Caterpillar 
Tractor Co 
—— Measurement of Costs and Study of 
ame 
Prof. Julian Alienes, Director of the Depart- 
ment of Economics, Cuba Chamber of Com- 
merce. 
Postwar Reconversion of Industry 
Lawrence H. Fleck, Professor of Account- 
ing and Assistant to the President, South- 
ern Methodist University. 
Your Business and the Government 
Mead, Chairman of Board, Mead 
Corp. 
a orig Industrial Accounting 
—. Smith, Partner, McKinsey, Kearney 
An Outlook for Accountants in Postwar Denver 
in the Transportation and Industrial Field 
Carl E. Berg, Director of Industrial and Mar- 
ket Developments for the Denver Chamber 
of Commerce. 
Contract Termination Preparation on Your+ 


im 
John Queenan, Haskins & Sells. 
Cost Accounting Problems in Price Stabiliza- 
tion 
Paul Green, Chief Accountant, Office of 
Price Administration. - 
ae Wants Reports 
J. Caldwell, Assistant Comptroller, Good- 
year Aircraft Corp. 
Financial Statements for Management Use 
Howard C. Greer, Vice President and Gen- 
eral Manager, Kingan & Co. 
Job —— and Wage Incentives 
S. P Executive Vice 
Trundle Engineering Co. 
Motion and Time Economy in the Office 
Dr. Derso Shybekay, Purdue and Indiana 
Universities. 
The Inflation Bugaboo 
Dr. Louis P. Starkweather, Professor of Fi- 
nance, New York University. 


President, 
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Chapter Date 
Meeting Place 


Hagerstown 18 
Alexander Hotel 


Hampton Roads 21 
Albany Restaurant, 
Norfolk 


Hartford 18 
Farmington Country 
Club 


Houston 19 
Y. M. C. A, 


Indianapolis 19 
Lincoln Hotel 


Jackson 
Heidelberg Hotel 


Jamestown 18 
Hotel Jamestown 


Lancaster 
Hotel Brunswick 
Lehigh Valley 


Los Angeles 18 
Scully’s Restaurant 


Louisville 18 
Brown Hotel 


Maine (State of) 21 
LaFayette Hotel, 
Portland 


Memphis 19 
Hotel Gayoso 


Milwaukee 26 
Milwaukee Athletic 
Club 


Minneapolis 25 
Curtis Hotel 


Muskegon 17 
Occidental Hotel 


Nashville 


18 
Andrew Jackson Hotel 


Subject and Speaker 
Building a Sound Accounting Organization 
Wyman P. Fiske, Secretary, National Asso- 
ciation of Cost Accountants. 
To be announced. 
Capt. M. W. Whitaker, Accounting Officer, 
Norfolk Navy Yard. 
Financing the Future 
Elliot Boardman, Federal Reserve Bank of 
Boston. 
ee ee and Purpose 
. B. Collier, Director, City of Houston 
Treasury Department. 
The Distribution of Overhead 
Eric L. Kohler, Consulting Accountant. 
The Application of Cost Accounting to Man- 
agement Problems 
Robert W. Herr, Chief Cost Accountant, R. 
G. LeTourneau, Inc. 


Problems Ahead for American Business 
To be announced. 


Job Analysis and Wage Incentives 
Dr. Charles Reitell, Stevenson, Jordan & 
Harrison, Inc. 


a of Standard Cost to an Operating 
get 
Herman C. Heiser, Comptroller and Director, 
Crown Can Co. 
Case Study of a Standard Cost System 
H. J. Myers, Field Supervisor, Cost Analysis 
Agency, Signal Corps. 
The Full-Time Employment Bill 
Edward H. Weyler, Secretary, Kentucky Fed- 
eration of Labor. 
Re-examination of Budgeting as a Manage- 
ment Tool 
Frank Wallace, McKinsey & Co. 


roe and Cost Problems—Presenit and 
uture 
G. M. Pelton, Financial Analyst, Swift & Co, 


Price and Cost Outlook in the Transition 


Period 
Dr. Melchior Palyi, Economist, Chicago. 


The Job Ahead for the Industrial Accountant 
Wyman P. Fiske, Secretary, National Asso- 
ciation of Cost Accountants. 
Current Accounting Problems 
Simon Janes, Janes & Settle. 


Financial and Cost Problems 
Pay Pelton, Financial Analyst, Swift & 
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Chapter Date 
Meeting Place 


Newark 27 
Robert Treat Hotel 


New Hampshire 18 
Carpenter Hotel, 
Manchester 


New Haven 25 


New Haven Lawn Club 


New York 24 
Hotel New Yorker 


Peoria 19 
Jefferson Hotel 


Philadelphia 20 
Ku \e’s Chestnut St. 
estaurant 


Pittsburgh 19 
Fort Pitt Hotel 


Portland 18 
Heathman Hotel 


Reading 21 
Wyomissing Club 


Richmond 11 
John Marshall Hotel 


Rochester 
Seneca Hotel 


Rockford 
Faust Hotel 


Saginaw Valley 
ancroft Hotel 


St. Louis 
Coronado Hotel 


San Francisco 


Subject and Speaker 
The Forward Look for Industry and the Cost 
Accountant 
Leo M. Cherne, Executive Secretary, Re- 
search Institute of America. 
Wage Incentives 
enry Parker, Engineer, Rath & Strong. 


Rehabilitation of Business and Industry 
Raymond E. Baldwin, Governor of Con- 
necticut. 
What Management Will Face and What Man- 
agement Must Do in the Postwar Era 
Thomas R. Jones, President, American Type 
Founders. 
Reconverting Industrial Accounting 
— Smith, Partner, McKinsey, Kearney 
0. 
Economic Outlook for the Next Twelve Months 
Dr. Emerson P. Schmidt, Director, Economic 
Research Dept., Chamber of Commerce of 
the United States. 
Current Termination Problems 
Col. R. C. Downie, Chief, Pittsburgh Ord- 
nance Dist., War Dept. 
Wage and ae Stabilization 
Robert S. Miller, Dean, Northwestern Col- 
lege of Law. 
Expense Behavior Characteristics Which Af- 
fect the Profit Plan 
Earl V. Hopton, Chief of Budgets, Arm- 
strong Cork Co. 
An Engineering Viewpoint on Depreciation 
Accounting 
Paul T. Norton, Jr., Professor of Industrial 
Engineering, Virginia Polytechnic Insti- 
tute. J 
Postwar Cost Accounting Problems 
William J. Jacquette, Ernst & Ernst. 


Costs and Prices : 
William Blackie, Vice President, Caterpillar 
Tractor Co. 
Nature of Postwar Industrial Accounting 
Logan Monroe, Controller, Eaton coast 
turing Co. 
se HY - of the Postwar Era 
L. Gregory, Vice President, Easton-Tay- 
“i Trust Co. 
Accounting for International Airway Transpor- 
tation 
Eugene H. Nowlin, Division Accountant, Pan 
American World Airways. 
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Chapter Date 
Meeting Place 


Scranton 17 
Hotel Casey 


South Bend 
La Salle Hotel 


Springfield 
Hotel Sheraton 


Syracuse 
Hotel Syracuse 


Toledo 
New Secor Hotel 


Tri-Cities 
LeClaire Hotel, 
Moline 


Tulsa 26 


Utica 10 
Hotel Hamilton 


Wabash Valley 11 
Terre Haute House, 
Terre Haute 


Washington 
The 2400 Hotel 


Wichita 18 
Broadview Hotel 


Williamsport 10 
Lycoming Hotel 


Worcester 20 
Hotel Sheraton 


York 19 
Yorktowne Hotel 


Youngstown 


19 
Tippecanoe Country Club 


Subject and Speaker 
How to Get the Most Out of Unemployment 
Compensation Experience Ratings in the 
State of Pennsylvania 
Paul C. Moomaw, Executive Director, Tax 
Service Bureau of Harrisburg. 
Special Reserves 
E. B. Wilcox, Partner, Edward Gore & Co. 
Budgeting for Profit Control 
Clinton W. Bennett, Partner, Cooley & 
Marvin. 
Heat Treating Costs and Related Accounting 
Problems 
Edward C. Shea, Ernst & Ernst. 
Cost Accounting Problems in Stabilization 
Legislation 
Paul M. Green, Deputy Administrator, Office 
of Price Administration. 
What Management Expects o 
Col. Charles Deere Wiman, 
& Co. 
Changin, World Economies 
Dr. Waldo E. Stephens, ‘Oklahoma City. 
Changing World Economies 
Dr. Waldo C. Stephens, Oklahoma City. 
Current Procedure in Contract Termination 
Col. F. J. Atwood, District Chief, Ordnance 
Dept., Rochester. 
Financial Statements for Management Use 
Howard €. Greer, Vice President and Gen- 
eral Manager, Kingan & Co. 
Accounting Problems of the Stabilisation Pro- 


gram 
Paul M. Green, Deputy Administrator, Office 
of Price Administration. 
The Ordnance-Indusiry Team Accounting-W ise 
David B. Peters, Director of Treasury Div., 
Remington-Arms Co., Denver Ordnance 
Plant. 
Cost Accounting Principles and Methods 
Dr. Charles Reitell, Stevenson, Jordan & 
Harrison, Inc. 
Small Business Aids 
Roger Johnson, Department of Commerce. 
Redesigning the Chart of Accounts for Better 
Managerial Control 
George B. Heddendorf, International Busi- 
ness Machines Corp 
The Contribution of Methods Engineering to 
Cost Control 
H. B. Maynard, Methods Engineering Coun- 
cil of Pittsburgh. 
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A Message from President Klein 


At no time in the entire history of our Association has the 
correct determination of costs, and the solution of related prob- 
lems, been so vital to the future progress of industry and to 
the country as at present. Scarcely a day passes without some 
reference to the subject in the daily press by industry and 
government spokesmen. 

Manufacturers are converting their operations from wartime 
to peacetime products and conditions. In no instance will all 
their circumstances be the same as in prewar years. For some, 
products will be modified or entirely new; for others, produc- 
tion facilities will have changed; for many, entirely different 
volumes of output will occur; and for all, the costs of wages 
and materials will have changed. 

The necessity for promptly appraising the effect of these 
altered conditions on the individual business is imperative. 
Failure to do so may result in prices so high as to be noncom- 
petitive or so low as to prove ruinous to the company The en- 
terprise that correctly predetermines its costs, that establishes 
proper sales prices in relation thereto, and that maintains a 
consistently effective control of all operating costs and ex- 
penses will have a great advantage over those who have failed 
to do so. 

Industrial trained accountants and cost engineers must take 
the initiative in these analyses and in the establishment of 
incidental controls and standards. Industry must lean heavily 
upon the skills of these men in the months that lie imme- 
diately ahead if conversion to peacetime production is to be 
accomplished speedily, with resulting high employment and 
prosperity. 

The management of your Association, both National and 
in the Chapters, keenly appreciates the opportunity that exists 
for service to our membership and to business enterprise. Many 
of our members are employed directly in industry, some are 
serving in governmental departments that are concerned with 
industry's problems, others are engaged as consultants and as 
instructors. The propagation of sound cost principles and con- 
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trols, generated by our Association activities among all of these 
segments of the membership, will lay a firm foundation on 
which industry will build its postwar operations. 

To this end, chapter programs have been formulated to fur- 
nish the latest available information on methods and practices 
and to review elemental principles on which all sound cost 
accounting is based; separate ‘‘refresher”’ or educational courses 
will be given by most chapters; special meetings geared to new 
developments will be held; plant visitations will be made to ob- 
serve actual systems in operation. A newly organized Research 
Committee composed of outstanding authorities throughout the 
country, and assisted by an expanded technical staff at Head- 
quarters, will study significant developments and trends in the 
area of our interests and will report their findings in periodic 
N. A. C. A. publications. The recently enlarged semimonthly 
Bulletins will continue to feature new articles on cost principles 
and their application to specific industries. And the oppor- 
tunity, at monthly meetings and other conferences of the mem- 
bership, for the discussion of problems and the exchange of 
ideas and experiences will be especially valuable during this 
transition period. 

Each member is urged to participate to the fullest extent 
in the activities of his Association and Chapter. Our combined 
cooperative efforts over the years have contributed much to 
the upbuilding of the greatest industrial enterprise the world 
has ever seen—one that has raised the standard of living of 
the average citizen to a level not dreamed of a half century 
ago, and one that has produced the munitions and equipment 
required to bring victory in a global war. Our joint efforts now 
applied to the problems of reconversion and postwar operations 
will exert a substantial influence in the continued progress and 
development of our industries and of our country's welfare. 


FRANK KLEIN 
President 
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A Message from the Secretary 


The war is ended. For the cessation of slaughter and destruction 
we are all profoundly thankful. In the midst of our proper joy at 
the prospect of the return of our fighting men and women, we 
recognize our debt to those who will not return and to those who 
will for the balance of their lives bear the crippling scars of victory. 
Their sacrifice has been the price of victory, and we will not forget 
it. We are conscious, too, of the starved, bombed, and homeless 
millions who were unfortunate enough to be in the path of this 
awful war. We thank God our country escaped that. 

We are thankful, also, for the power of American industry, which 
in such an incredibly short time forged the weapons to arm the 
nation. Men in industry fought this war, too. To the leaders of in- 
dustry who guided the production battle we owe much. We are 
thankful to have had a part in winning the production battle. 

Fighting is passed; peace is still to be won. Reconversion of pro- 
duction for destruction to production for consumption is part of the 
battle for peace. A smoothly operating economy, making possible a 
high standard of living with jobs for all who want to work, and 
a fair distribution of goods is.also essential. Industry cannot accom- 
plish this alone. For much of it we must rely on the diligence, in- 
genuity, and leadership of American business. We are a part of 
industry. Our technique can play an important part in success or 
failure. Reconversion may beat our swords into plowshares, but 
there is plowing still to be done. We will turn to this new and more 
constructive ‘ask with the same determination and with the same 
pride in being a part of the team as that with which we approached 
the last. In this way we can show our thankfulness. 

* * = * * * * 


The end of the war comes as N. A. C. A. closes its fiscal year. 
A new administration takes over. They take over a strong Asso- 
ciation, better prepared than ever to meet the responsibilities ahead. 

Under our plan of organization, the new group includes a ma- 
jority of men continuing in office and bringing experience in Asso- 
ciation affairs. It also includes new faces, men carefully selected for 
their abilities to contribute substantially to our leadership. The rec- 
ords of these men are known to all of you. That you may know 
them better as men, we reproduce their pictures in this issue of the 
Bulletin. 

Wyman P. Fisxe 
Secretary 
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